In light of the political and economic conditions that Egypt has challenged during the last two years and its influences, it is crucial to reinvestigate the link between financial sector and economic growth using recent data sample. This paper re-explores it using annual data for the period from 1988 to 2012. The results imply that the banking sector development has a unidirectional causal impact on economic growth.
Introduction
The role of the financial development in promoting economic growth has been largely studied by many authors. Theoretical as well as empirical papers have showed that financial development has an impact on economic growth through mobilizing saving, exerting control, allocating resources and improving innovation. (Inoubli and Khallouli, 2011, p.2) .
Consequently, any investigation of the relation between economic growth and financial development (EG-FD link, hereafter) has to consider both the stock market and banking sector improvements. Many authors have explored this link in different contexts (e.g. Ayadi et al., 2013; Ben Naceur and Ghazouani, 2007; Shen and Lee, 2006) .
In principle, a well-developed stock market will increase savings and efficiently allocate capital to productive investments, which leads to an increase in the rate of economic growth. Accordingly, stock markets enhance the set of financial instruments available to savers to diversify their portfolios and potential risks. (Nowbutsing, 2009, p.78) .
Nevertheless, economic growth is a complex process that is influenced by several factors other than the stock market. Therefore, it is usually difficult to establish and isolate the causal relation between stock market development, on one hand, and economic growth, on the other hand. (Brasoveanul et al., 2010, p. 67) .
Moreover, there is no doubt that the political and economic circumstances that Egypt has faced during the last two years have affected the overall economy and the performance of the Egyptian Exchange (EGX, hereafter) in a negative way.
A decision of closing the EGX has been taken during the period 28/1-22/3/2011 in the wake of 25 th of January Revolution. The main index (EGX 30) has dropped significantly by almost 16% from 6723.2 points (on 24 th of January) to 5646.5 points (on 27 th of January, before closing the EGX). The share traded value has decreased by around LE 794.4 million and the trading volume by LE 97.1 million.
1 This is attributed to the massive sale of shares from the side of both Arab and foreign investors during the peak of the political events and portfolio investment outflows. This, in turn, highlights the importance of studying the relation between the stock market evolvement and the Egyptian economic growth using recent data.
Furthermore, banks as the other partner in financial development are the dominant financial institutions in Egypt, as they control most of the financial flows and possess most of the financial assets. (Bolbol et al., 2005, p. 176 This suggests the importance of a frequent exploration of the EG-FD link depending on the economic conditions that the economy is facing which represents the core motive behind this research.
Accordingly, the research objectives are as follows:
• To investigate the EG-FD link using Egyptian annual data for the period from 1988 to 2012.
• To check the relevance of the empirical outcomes to the theoretical assumptions of a causal link between financial growth and economic growth.
• To provide the Egyptian policymakers with recommendations depending on the results.
In addition, this research answers the following questions:
• What is the causal link between financial development and Egyptian economic growth?.
• Is there any change in the EG-FD link if other relevant factors are incorporated in the analysis?.
Review of the Literature
In theory, financial development and economic growth are commonly regarded as being positively linked. However, based on the results of extensive empirical literature, this theoretical assumption remains ambiguous. (Shen and Lee, 2006, p. 1909; Levine, 2004, p.85) .
Reviewing the relevant empirical literature has indicated that there have been growing concerns and controversies on saying a final word regarding the EG-FD relation. The findings of the literature have indicated that the EG-FD relation could be positive, negative, or neutral. (Donwa, and Odia, 2010, p.136) .
This variety of the empirical results is attributed to the utilization of different proxies for financial development and economic growth in developed as well as developing countries. (e.g. Ayadi et al., 2013; Cecchetti and Kharroubi, 2012; Brasoveanul et al., 2010; Ben Naceur et al., 2008; Ben Naceur and Ghazouani, 2007) .
The positive EG-FD relation has been illustrated by (Nowbutsing, 2009, p.77) as follows, a large capital market size is positively correlated with the ability to mobilize capital and diversify risk on an economy-wide basis. In addition, the value of stock traded should positively reflect liquidity in the whole economy. On the banking sector side, financial intermediaries play an effective role in directing scarce financial resources to potential investment that, positively, promotes future economic growth.
In their seminal paper, (Levine and Zervos, 1998, p. 537) This lack of a relationship must be linked to underdeveloped financial systems in the MENA region that hamper economic growth. Thus, more is needed to be done to reinforce the institutional environment and improve the functioning of the banking sector in the MENA region.
The mixed EG-FD relationship is realized in several papers. For instance, (Shen and Lee, 2006, p. 1940) have found that only stock market development has positive effects on growth and that banking development has an unfavorable negative impact.
The results have indicated that the inclusion of other conditional variables (e.g. proxies for financial liberalization, high-income level countries, and shareholders protection) evidently mitigate the negative impact of banking development on growth.
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In addition, the paper by (Cecchetti and Kharroubi, 2012) has suggested a mixed EG-FD pattern using a sample of 50 countries observed the past three decades. Their paper has found that financial sector size has an inverted U-shaped effect (i.e. it is positive only up to a point, after
which it becomes a drag on productivity growth). 4 The additional variables will indicate that progress in banking development in a high-income country with good shareholder protection, or in a financially liberated country facilitates growth. (Shen and Lee, 2006, p. 1940) . This reflects that the inclusion of control variables for the institutional and legal frameworks affect the EG-FD link. This can be found in the paper by (Ayadi et al., 2013) .
This implies that a further increase in the size of the financial system contributes negatively to total factor productivity growth (i.e. more finance is definitely not always better). This evidence, together with recent experience during the financial crisis, have led (Cecchetti and Kharroubi, 2012) to conclude that there is a pressing need to re-assess the relationship of finance and real growth in modern economic systems.
Recently, (Ayadi et al., 2013) On the stock market side, the results have reflected that stock market size and liquidity play a significant positive role in growth, especially, in countries where the institutions are of a lower quality.
Furthermore, (Billmeier and Massa, 2007, p.4; Akinlo and Egbetunde, 2010; p.19) have demonstrated that a causal relationship between financial development and economic growth has been argued, in the literature, along the following three possibilities:
(i) Financial deepening promotes economic growth (i.e. the finance-led growth hypothesis).
(ii) Economic growth stimulates financial development (i.e. the growth driven finance hypothesis).
(iii) Financial development and economic growth influence each other (i.e. the two-way causal relationship that is termed feedback effect or a bi-directional causality).
Concerning Egypt, there is rare empirical investigation of EG-FD association using Egyptian data due to the problem of data limitation. Most of the existing papers rely on annual or quarterly data 5 and end up with a conclusion that the small number of observations casts doubts on the reliability of the statistical results. (e.g. Dobronogov and Iqbal, 2005, p. 11).
As an example of a related work is the paper by Bolbol et al. (2005) who have analyzed the effect of financial markets on total factor productivity and per capita GDP growth rate during the period from 1974
The authors have demonstrated that bank-based indicators have a negative effect on growth unless they are interacted with per capita income, while the capital market development has a positive influence on factor productivity and growth. (Brasoveanul et al. 2010, p. 66 ).
On the other hand, reviewing the existing literature implies that the investigation of the causal EG-FD link in Egypt (i.e. the direction of the relationship) is seldom.
To sum up, theory and empirical evidence make it difficult to conclude that the financial system merely -and automatically -responds to economic activity, or that financial development is an inconsequential addendum to the process of economic growth. (Levine, 2004, p. 85) .
The literature review indicates that the massive examination of EG-FD relation have not succeeded in reaching to an agreement. This suggests a need for frequent exploration of this association and link depending on the economic conditions that are challenging the economy.
5 The reason behind that is the frequency of published data for Gross Domestic Product (GDP) and the statistical problems that the researcher is more likely to confront from disaggregating this series.
The Research Model and Methodology
Any analysis of the EG-FD link has to incorporate the annual growth rate of real per capita (Gross Domestic Product, GDP, hereafter) as the dependent variable. Through this paper it will be noted by (EGR).
The following variables are included into the analysis as financial The inclusion of these variables in the analysis has a foundation from the literature. According to (Levine and Zervos, 1998, p. 540) , in order to assess the relationship between economic growth and financial development, the researcher should include:
(i) Empirical indicators of stock market (e.g. its liquidity, size, volatility, and integration with world capital markets).
(ii) A measure of banking development.
(iii) Measures of economic growth and its components.
Following this recommendation, the depth of stock market is captured by the market capitalization -in this paper -as in many other research papers (e.g. Donwa and Odia, 2010, p. 139; Shen and Lee, 2006, p. 1915) .
Whereas, the value of stock traded measures the market liquidity (e.g.
Nowbutsing, 2009, p.77).
In the same vein, a broader definition of money and the amount of credit to the private sector measure the depth of financial intermediation. (Billmeier and Massa, 2007, p. 3).
Furthermore, (Dobronogov and Iqbal, 2005, p. 19) have suggested that economic growth in Egypt has been constrained by the inefficiency of financial intermediation rather than lack of financial resources. For that reason, the estimations -in this paper -have incorporated two proxies for financial intermediation, namely, credit to the private sector as a percentage of GDP and monetary aggregates (M2) as a percentage of GDP.
(FDI) is increasingly being recognized as a major source of economic development. The general belief is that (FDI) facilitates the transfer of technology, organizational and managerial practices, skills and access to the international market. (Nowbutsing, 2009, p.82) . It is utilized -in this paper -as a relevant factor that possibly affects the EG-FD causal link. 
Diagram (2): The Research Model and Variables

Data Issues and Sources
Annual As a simple illustrative tool, figure (1) highlights the performance of GDP per capita real growth rates. As any economy, it has a cyclical pattern of upturns and downturns depending on the economic and political conditions. 
Source: The World Bank database & the Central Bank of Egypt's publications.
This simple inspection points out to a possible link between the performance of the financial sector and economic growth. This, in turn,
indicates the importance of a deeper investigation of the causal link between financial development indicators and economic growth.
The Results
Utilizing annual data for the period 1988-2012 has resulted in an estimated regression model that does not satisfy the stability conditions.
Hence, any interpretation of the results is unreliable. The most appropriate solution is a causality test within a Vector-Auto Regression (VAR) framework. The stability tests of the estimated VARs have confirmed the reliability of the equations. A three-variable Vector-Auto Regression (VAR) framework with the following order (EGR), (BSD 1 ) and (BSD 2 ) is estimated to reflect the causality between the banking sector development and economic growth.
Another specification that includes (EGR), (SMD1) and (SMD2) is estimated in order to show the causal link between stock market development and economic growth. The optimal lag length is specified using the Likelihood Ratio (LR) test. The results imply that 2 lags are appropriate for the stability of the VAR system. 6 The following table indicates the outcomes: 6 The results are influenced by the number of the lags, the order of the variables included in the VAR and the stationary of the series. The included variables are stationary at levels except (SMD 1 ) and (SMD 2 ) are first differenced stationary (Refer to: Table A4 in the Appendix).
The outcomes indicate that there is a unidirectional causality from the banking sector development measures to economic growth in Egypt. On the contrary, stock market development does not cause growth. In addition, the inclusion of (FDI) through estimating four-variables VAR models does not change the previous outcome. 
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Concluding Remarks
There is rare examination of the causality between financial development and economic growth in empirical studies using Egyptian data. Moreover, the economic conditions that Egypt has faced during the last two years can provide new information regarding the EG-FD link that differs from the existing literature.
The results imply that the banking sector development has a unidirectional causal impact on economic growth. This coincides with the finance-led growth hypothesis in the theoretical literature. However, stock market development does not cause growth. The inclusion of (FDI) does not change the previous outcomes.
Furthermore, the potential outcomes can be interpreted as follows:
Firstly, the banking sector is the most dominant financial sector in Egypt, especially, after the downturn that the Egyptian economy has faced after 25 th of January Revolution.
Secondly, the Egyptian Exchange (EGX) is often sensitive to any political or uncertain conditions which hamper the existence of any solid relation between economic growth and stock market development.
Thirdly, the interpretation of such outcomes has to be taken with caution since other relevant factors are more likely to affect this link.
I end up with the following two policy recommendations:
(1) Additional banking sector reforms are required for enhancing its intermediary role.
(2) A frequent revision of the size of savings allocated for prominent investments is essential. 
